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Income/Franchise: 
Texas: COGS Deduction and Reduced Rate Do Not Apply Given Receipts Were 
Derived from the Sales of Services Rather than Goods 
 
SOAH Docket No. 304-24-15211 [CPA Hearing No. 119,652], Tex. Comptroller of Public Accounts (12/4/24). The 
Texas Comptroller of Public Accounts adopted a proposal for decision issued by a Texas administrative law 
judge (ALJ) with the State Office of Administrative Hearings, affirming an underlying audit assessment whereby 
the taxpayer’s revenue from bundled “printing as a service” (PaaS) was determined to constitute revenue from 
services rather than retail sales; therefore, the taxpayer was not allowed to deduct costs related to the PaaS as 
cost of goods sold (COGS) in computing its Texas franchise tax base and ineligible for the Texas franchise tax’s 
reduced tax rate for retailers and wholesalers. In the decision, the ALJ explained that if a transaction contains 
elements of both a sale of tangible personal property and a service, a taxable entity generally may subtract as 
COGS the costs otherwise allowed in relation to the tangible personal property sold. Here, while the taxpayer’s 
PaaS sales constituted a bundle of printing services and tangible personal property, the ALJ concluded the 
taxpayer failed to meet its evidentiary burden based on an absence of documentation demonstrating “what 
pieces of equipment were transferred to its customers, when they transferred, and the cost of purchasing the 
equipment.” Accordingly, the adopted decision upheld the auditor’s revised COGS calculations for the 
taxpayer. For similar reasons, the decision concluded the taxpayer failed to establish it was primarily engaged 
in wholesale or retail sales, and, thus, was ineligible for the reduced franchise tax rate for retailers and 
wholesalers. Please contact us with any questions. 
URL: https://star.comptroller.texas.gov/view/202412006H 
 
— Robert Topp (Houston) 

Managing Director 
Deloitte Tax LLP 
rtopp@deloitte.com 

Grace Taylor (Houston) 
Senior Manager 
Deloitte Tax LLP 
grtaylor@deloitte.com 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

State Tax Matters 
The power of knowing. 
March 21, 2025 

https://star.comptroller.texas.gov/view/202412006H


 
State Tax Matters Page 2 of 2 Copyright © 2025 Deloitte Development LLC 
March 21, 2025 All rights reserved. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited 
(“DTTL”), its global network of member firms or their related entities (collectively, the “Deloitte 
organization”) is, by means of this communication, rendering professional advice or services. Before 
making any decision or taking any action that may affect your finances or your business, you should consult 
a qualified professional adviser. 
 
No representations, warranties or undertakings (express or implied) are given as to the accuracy or 
completeness of the information in this communication, and none of DTTL, its member firms, related 
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising 
directly or indirectly in connection with any person relying on this communication. DTTL and each of its 
member firms, and their related entities, are legally separate and independent entities. 
 

About Deloitte 
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of 
member firms, and their related entities (collectively, the “Deloitte organization”). DTTL (also referred to as 
“Deloitte Global”) and each of its member firms and related entities are legally separate and independent 
entities, which cannot obligate or bind each other in respect of third parties. DTTL and each DTTL member 
firm and related entity is liable only for its own acts and omissions, and not those of each other. DTTL does 
not provide services to clients. Please see www.deloitte.com/about to learn more. 
 
Deloitte provides industry-leading audit and assurance, tax and legal, consulting, financial advisory, and risk 
advisory services to nearly 90% of the Fortune Global 500® and thousands of private companies. Our 
professionals deliver measurable and lasting results that help reinforce public trust in capital markets, 
enable clients to transform and thrive, and lead the way toward a stronger economy, a more equitable 
society and a sustainable world. Building on its 175-plus year history, Deloitte spans more than 150 
countries and territories. Learn how Deloitte’s approximately 415,000 people worldwide make an impact 
that matters at www.deloitte.com. 


